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(e) We will not calculate a caseload 
reduction credit unless the State re-
ports case-record data on individuals 
and families served by any separate 
State program, as required under 
§ 265.3(d) of this chapter. 

(f) A State may only apply to its par-
ticipation rate a caseload reduction 
credit that we have calculated. If a 
State disagrees with the caseload re-
duction credit, it may appeal the deci-
sion as an adverse action in accordance 
with § 262.7 of this chapter.

§ 261.42 Which reductions count in de-
termining the caseload reduction 
credit? 

(a)(1) A State’s caseload reduction es-
timate must not include net caseload 
decreases (i.e., caseload decreases off-
set by increases) due to Federal re-
quirements or State changes in eligi-
bility rules since FY 1995 that directly 
affect a family’s eligibility for assist-
ance. These include more stringent in-
come and resource limitations, time 
limits, full family sanctions, and other 
new requirements that deny families 
assistance when an individual does not 
comply with work requirements, co-
operate with child support, or fulfill 
other behavioral requirements. 

(2) A State may count the reductions 
attributable to enforcement mecha-
nisms or procedural requirements that 
are used to enforce existing eligibility 
criteria (e.g., fingerprinting or other 
verification techniques) to the extent 
that such mechanisms or requirements 
identify or deter families otherwise in-
eligible under existing rules. 

(b) A State must include cases receiv-
ing assistance in separate State pro-
grams as part of its prior-year case-
load. However, if a State provides docu-
mentation that separate State program 
cases meet the following conditions, we 
will exclude them from the caseload 
count: 

(1) The cases overlap with, or dupli-
cate, cases in the TANF caseload; or 

(2) They are cases made ineligible for 
Federal benefits by Pub. L. 104–193 that 
are receiving only State-funded cash 
assistance, nutrition assistance, or 
other benefits.

§ 261.43 What is the definition of a 
‘‘case receiving assistance’’ in calcu-
lating the caseload reduction cred-
it? 

(a)(1) The caseload reduction credit is 
based on decreases in caseloads receiv-
ing assistance (other than those ex-
cluded pursuant to § 261.42) both in a 
State’s TANF program and in separate 
State programs that address basic 
needs and are used to meet the mainte-
nance-of-effort requirement. 

(2) A State that is investing State 
MOE funds in eligible families in ex-
cess of the required 80 percent or 75 
percent basic MOE amount need only 
include the pro rata share of caseloads 
receiving assistance that are required 
to meet basic MOE requirements. 

(b)(1) Depending on a State’s TANF 
implementation date, for fiscal years 
1995, 1996 and 1997, we will use adjusted 
baseline caseload data as established in 
accordance with § 261.40(d). 

(2) For subsequent fiscal years, we 
will determine the caseload based on 
all cases in a State receiving assist-
ance (according to the definition of as-
sistance at § 260.31 of this chapter).

§ 261.44 When must a State report the 
required data on the caseload re-
duction credit? 

(a) A State must report the necessary 
documentation on caseload reductions 
for the preceding fiscal year by Decem-
ber 31. 

(b) We will notify the State of its 
caseload reduction credit no later than 
March 31.

Subpart E—What Penalties Apply 
to States Related to Work Re-
quirements?

§ 261.50 What happens if a State fails 
to meet the participation rates? 

(a) If we determine that a State did 
not achieve one of the required min-
imum work participation rates, we 
must reduce the SFAG payable to the 
State. 

(b)(1) If there was no penalty for the 
preceding fiscal year, the base penalty 
for the current fiscal year is five per-
cent of the adjusted SFAG. 

(2) For each consecutive year that 
the State is subject to a penalty under 
this part, we will increase the amount 
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of the base penalty by two percentage 
points over the previous year’s penalty. 
However, the penalty can never exceed 
21 percent of the State’s adjusted 
SFAG. 

(c) We impose a penalty by reducing 
the SFAG payable for the fiscal year 
that immediately follows our final de-
termination that a State is subject to 
a penalty and our final determination 
of the penalty amount. 

(d) In accordance with the procedures 
specified at § 262.4 of this chapter, a 
State may dispute our determination 
that it is subject to a penalty.

§ 261.51 Under what circumstances 
will we reduce the amount of the 
penalty below the maximum? 

(a) We will reduce the amount of the 
penalty based on the degree of the 
State’s noncompliance. 

(1) If the State fails only the two-par-
ent participation rate specified at 
§ 261.23, reduced by any applicable case-
load reduction credit, its maximum 
penalty will be a percentage of the pen-
alty specified at § 261.50. This percent-
age will equal the percentage of two-
parent cases in the State’s total case-
load. 

(2) If the State fails the overall par-
ticipation rate specified at § 261.21, re-
duced by any applicable caseload re-
duction credit, or both rates, its max-
imum penalty will be the penalty spec-
ified at § 261.50. 

(b)(1) In order to receive a reduction 
of the penalty amounts determined 
under paragraphs (a)(1) or (a)(2) of this 
section: 

(i) The State must achieve participa-
tion rates equal to a threshold level de-
fined as 50 percent of the applicable 
minimum participation rate at § 261.21 
or § 261.23, minus any caseload reduc-
tion credit determined pursuant to sub-
part D of this part; and 

(ii) The adjustment factor for 
changes in the number of individuals 
engaged in work, described in para-
graph (b)(4) of this section, must be 
greater than zero. 

(2) If the State meets the require-
ments of paragraph (b)(1) of this sec-
tion, we will base its reduction on the 
severity of the failure. For this pur-
pose, we will calculate the severity of 
the State’s failure based on: 

(i) The degree to which it missed the 
target rate; 

(ii) An adjustment factor that ac-
counts for changes in the number of in-
dividuals who are engaged in work in 
the State since the prior year; and 

(iii) The number of consecutive years 
in which the State failed to meet the 
participation rates and the number of 
rates missed. 

(3) We will determine the degree to 
which the State missed the target rate 
using the ratio of the following two 
factors: 

(i) The difference between the par-
ticipation rate achieved by the State 
and the 50-percent threshold level (ad-
justed for any caseload reduction cred-
it determined pursuant to subpart D of 
this part); and 

(ii) The difference between the min-
imum applicable participation rate and 
the threshold level (both adjusted for 
any caseload reduction credit deter-
mined pursuant to subpart D of this 
part). 

(4) We will calculate the adjustment 
factor for changes in the number of in-
dividuals engaged in work using the 
following formula: 

(i) The average monthly number of 
individuals engaged in work in the pen-
alty year minus the average monthly 
number of individuals engaged in work 
in the prior year, divided by, 

(ii) The product of 0.15 and the aver-
age monthly number of individuals en-
gaged in work in the prior year. 

(5) Subject to paragraph (c) of this 
section, if the State fails only the two-
parent participation rate specified at 
§ 261.23, and qualifies for a penalty re-
duction under paragraph (b)(1) of this 
section, its penalty reduction will be 
the product of: 

(i) The amount determined in para-
graph (a)(1) of this section; 

(ii) The ratio described in paragraph 
(b)(3) of this section computed with re-
spect to two-parent families; and 

(iii) The adjustment factor described 
in paragraph (b)(4) of this section com-
puted with respect to two-parent fami-
lies. 

(6) Subject to paragraph (c) of this 
section, if the State fails the overall 
participation rate specified at § 261.21, 
or both rates, and qualifies for a pen-
alty reduction under paragraph (b)(1) of 
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